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Dear Sharaholder

The 2006 financial year was a significant period for your
company. 2007 promises to be even nxya exciting as we
commence, subject to United States Food and Drug
Administration (FDA} agreement, Phase 1l Clinical Trials,
somg several months ahead of our original schedule.

During the period under review there has been much
international debate on stem cell technology. Clearly, this
debate recognises the massive potential impact stern
call teehnology will have in delivering regeneralive
medicines to an increasingly large number of people with
tew or no real prospects of an improved quafity of life.

As an adult stem cell company Mesoblast is not subject
1o the many moral, othical and scientific issues that
vonfront the use of embryonic stem calls, [mportantty,
your company is well progressed in commarcialising a
lechinclogy that hias the potential to deliver, in a fow short
years, lhe advantages and massive marke! opportunity
of regenerative medicines as an off tha shalf product,
that may be made available in clinics ar the lime and
place of nead.

Your compary has focused on creating significant
shareholder value and an delivering important
commercialisation milesiones. Some of the milestones
accomplished during the peried indude:

» Engaged specialisi partner organizations 1o
undertake extensive preclinical studies in the
preparation of data for Investigational New Drug
(IND) submissions to the FDA

+ Masoblast has materially progressed our primary
indications for the repair of tong bona fracluras and
spinal fusion. Additionally, we have identified and
commanced signilicant projects relating 1o the
rapair and regeneration of cartilage in the reatment
of osteoarthritis.

Commenced commercial manutacturing of our adult
stern cell product for regulatory submissions, clinical
and precinical tials and in the commercial production
ot an off the shelf adult stem celi product.

+ Commenced clinical trials of up (o 10 patients each
at both The Royal Mefbouma Hospital and the
John Hunter Hospital.

+ Strengthened the Board and management of the
camparty whilst remaining committed to the ideals of
outsourcing to best of breed commercial pariners so
as 1o minimise capital and recurring expenditurg
whils! maximising core availabla skills.

+ Mesoblast and Angioblast Systems Inc have enterec
info collaborative agreemants with global medical
companies,

« Confinued ta strengthen the caompany’s Infellectual
Property position.

» Obtained a $2.7 million grant lrom the Auslralian
Government's Ausindustry Commescial Ready
scheme fo progress new carlilage prograris in the
treatment of osteoarthitis.

Based upon rapid progress accomplished during the
period your company underiook an important capital
raising event sutsequent Lo the end of 1he financial year
to raise in lotal $17.2 million from existing shareholders in
a Share Purchase Plan and a placement to institutional
and sophisticated investors.

These adeditional funds are suflicient for the
commencement of two clinical indications 1o Phase Il
Clinical Trials in 2007. 1t is in this respect thal your Board
of Directors fimmly believes that we will unlock signitican
value and will ideally pasition the company for an
exdremely excifing 2007.

The accomplishments of the past 12 months are directly
altributable 1© the hard work of our slaft and parlner
organisations. [ would like to take this opportunity to
thank them for their difigence and commitment. Equally, |
would like 1o thank you, our shareholders, for your
continued support and encouragement without which we
would not have this privileged opportunity to progress an
incredibly exciting technology.

£/ poec

Mr. Michael Spooner
Executive Chairman




OVERVIEW OF TECHNICAL AND CLINICAL
ACHIEVEMENTS

This year has marked strong progress for Mesoblast with
the company strategically positioning itseff o become a
world [eader in the rapidly emerging global markeat for
adult stem cell therapies.

We now find ourselfves in a remarkable position as we
collect final data for submissions to the United States Food
and Drug Adrinistration for orthopaedic arxd
cardiovascutar indications in order 10 bagin Phase I, muti-
cenise trials of our unique, cultured cells in patients
suftering from commopn diseases that affect large
segments of the population and for which cument therapies
are either inelfective or provide only modast banefits,

Megabilast has recorded a senes of solid achiovements
during the 2006 financial year and this strong momentum
is continuing alter the reporting peariod.

We hava accomplished three particulany critical
milestones hal have served 1o validale Masoblast's
technology and prove up the company's business model:

+ We have demonstrated 1he commercial scalability of
our stem call manufacturing process;

*  We have shown that our stem cells are safe when
implanted in patienis and;

» We have clearly demonslrated the effectiveness of
our aflogeneic {or ‘oft the shell) stem cells in
unrzlated recipients with enhopaedic and
cardiovascular condilions,

The ability to commercially scale-up our adult stem cell
manufacturing process in order to generate a safe cell
therapy product under stringent regulatory conditions in a
centralised manufaciuring lacility is @ pivolal component
of Mesoblast's business sirategy. To this end. the paralled
climical and preclinical safety data generated so tar
underscore the company's successiul accomplishrment
ot a key commercial milestone that will increase (he
ikalihood of rapid cell product commercialisation for very
large global rmarkets.

Developing a commertial manufacturing process
enabled Mesablast to achieve a major highlight of the
2006 financial year: succassiul initiation of two human
clinical trials - one for palients wilh non-healing. long
bone fractures at The Royal Mefbourme Hospital and ona
for patients sufferirgy kom severe coronary arlery disease
and heart muscle damage at the John Hunter Hospital in
MNew South Wales, The overriding goat of these Pilot Trials
has been o independently assess Ihe safety of
Mesoblast's specialist adult stem cefls and validate the
Cormpany's Standard Operating Procetures (SOPs) in a
clinical setling.

Fram the cfinical experience so far, Mesoblast is
confident that its celf manufacturing SOPs and adull
stem cefl progucts are safe. Morasover, as gutlined
helow, initial patient cuttormes have been very
encouraging. We are delighted with the initial results of
safely and elficacy endpoints in these liials, and we will
naturally report on further progress in due course,

Mesoblast's proposed business model for product
commercialisation revolves around an off-the-shell
product generated from stem cells sourced from one
healify donar, then expanded and used in multiple,
unrelated, or alogeneic, recipients.

Duning the past 12 months we have performed mulliple
studies implanting owr proprietary aflogensic adull sterm
cefls in over 150 unrelaled sheep recipients in need of
long bona repair, spinal interverlebral fusion, protaction
against heart failure and improvement of heart function
alter a haan altack. These studies have conclusively
shown thal cur off-the-shelf cefs do not induce allergic or
othar immune reactions when implanted into unrefatad
recipients, and are very effeclive for a variety of both
orihopaedic and cardiovascular conditions. Mesobtast is
now in a position to pursue its allogeneic stern celt
business madel with ils significant benefits including a
major reduction in cost of goods and generation of
pharmaceutical-style high rearging, The net effect will be
broad availabilty of affordable new generalion stem cell
therapies for common onhopaedic and cardiovascular
clinical diseases which is likely 1o encourage morg rapict
and widespread uplake of our protucts.

QUR PRODUCT PORTFOLIO

Mesoblast has the exclusive, worldwide ficence (o
commercialise the proprietary adult slerm el platiorm
technology for all orthopacdic applications, indluding
disgasos of bone, cartilage, tencion, and ligament,
Together with Angioblast, it will also target a wide range
of cardiovascular diseases.




Bone regeneration product for repafr of long bone fractures
Mora than one million of the 5.6 million fractures
oceurring anaually in the United States alone are
associaled with healing difficulties in which repair
processas stop before the braak is completely mended.
Prablems can occur due 1o ineffective mobilisation of the
broken bana, disruption (o the blood supply or infection.

The Royal Melbourne Hogpital is conducting a trial of up
lo 10 patients suffering from non-healing, long bone
fraciures. Itis an independent assessment of tha safely
ol Mesoblast's specialist adult stem cells.

v April the first patient, who had sustained a major
fraciure of the femur, received the company's specialisl
adull stem cells. The 5-centimedtrs defect had failed to
heal after nine months and prevented weight bearing. At
the lime of the procedure, the palient was coniined to
cruiches, had a poor qualily of lile and faced the
prospect of further surgical procedures.

Using Mesobiast's unique technology, the patient's awn
stem cells were extracted, cultured, expanded, and then
surgically implanted. Three months later, the S5em gap in
1he patient’s femur has boen lled by new bona. The
patient has regained functional use of his lag; he is now
walking unaided and has resumed his normal lifestyle.

Iy preclinical trials. Megoblast's off-he-shalf adulf stern
cells have shown 80 per cent greater (ate of union and
complete healing of tibial defects compared with controts.

In both trigls, Mesoblast's stem cells were highly eflectiva
in combination with the fatest FDA-approved carrier
material provided by Mesoblasts coflaborative partner, a
major giobal onhopaedic and medical device comoration,

Bone regeneration product for spinal fusion

Degenerative intervertebral dise disease alfects up 10 25
per cent of the population Cursent treaiments altempt lo
affeviate pain and inflammation in the early stages of dise
disease but in the later stages, the only trealment option
is spinal fusion. Over 300,000 spinal fusion treatmenls
are currently perlormed annually in the United States
alonea ang the number is expecled to grow [0 over
500.000 per year by 20089, Current fusion therapies use
bona harvested rom a patient's own hip (fermed
autograll) that reqjuires a second surgical procedure,
which frequently results in long-term complications such
as chronic pain and infection.

I preclinical trials al Colorade State Universily, the
company's stem cells obtained from a single donor andd
produced using our technology wera highly successhul in
generaling intervertebral spinal fusion in mulliple,
unrelated recipianis.

Tha fusion resulting from Mesobiast's stem celis were
equally or more robust, continuous, and maechanicaly
strang when compared with the current standard surgical
treatrment - hip bone autogralt - indicating hat Mesoblast's
therapy could liminate the need for a second surgical
procedure and its potential complications.

Cartilage product for repair of acufe menfscal tears and
for regeneration of osteoarthritic knee cartilage

Inflammatory disease of the joints, such as osteoarthritis,
aftect more than 43 million people annually in the United
States alone. Osteoarthitis results in loss of carlilage,
which cannot repair itsell atter injury, and interferes with

rmobility and causes pain. Currently there is no effective
therapy for progressive osteoarnthritis. Current [reatiments
alternpt to alleviate pain but are unable to restore the
canlifage lining the jaint.

Showing that it can rapidly leverage off its clinical and
lochinical achievernants, Mesoblast has cormmenced!
preclinical trizgs tor cartilage repair and regeneration, In
January, Mesoblast was awarded a $2.7 million
Ausindustry Commercial Ready Grani from the Australian
Government to develap now carlilage treatments using
our proprigtary stem cells, This has enabled the
company to target these very larga new clinical
indications without comprornising any of its bone
regenerative programs.

Under an agresment with Mesoblast, Murdoch University
in Western Ausirafia is performing preciinical trials of
Mesoblast's patented cell lechnology far cartilage repair
and regenaration.

The carlilage trials are evaluating e effectiveness of our
stern cells 1o treat osteoarthrilis of the kneo, and o repair
damaged knea merniscus due Lo freumalic injunes. Knee
ostegarthritis is the most commaon joint disease and
meniscal repair is & major opportunity for treatment of
sparts injurics.

Mesoblast's patented cells have already been shown o
generate carlilage, and to be eftectve in mulliple
unrelated recipients in various other target diseases.

The Tesulis ot these trials will be used by Masoblast in its
IND subrmissions 1o the FDA tor multiple Phase Uf clinical
trials, including treatiment of patients with degeneralive
ostecarttritis of ihe knee, and treatment of patients with
acute meniscal tears.

Cardiac product for treatment of heart failure and
heart attacks

Over 500,000 new patients with heart failure and t million
new patients with hear! attacks are treated annually in the
United States alone. Current therapias {or heart failure
offer only modest symptomatic benefil, do not result in
rebuiding of heart muscle, and do not prevent
progression of heart failure and long-lerm deterdoration.
In contrast, in malliple preclinical modeals our proprietary
adult stem cells have been shown to result in significant
improvement of heart function and 1o prevent heart
failure progression.

US-based sister company Angicblast Systems Inc, in
conjunction with Mesoblast, are conducting a Filof
Clinical Trial at the John Hunter Hospital in New South
Wales focused on the treatment of up to 10 patients
suftering from severe coronary artery disease and heart
muscle darnage. Cells used Lo treat patients in this trial
are aulologous, or the patients’ own cells, which have
been selected and cullurect using the company's
proprietary lechnology.

The primary endpoint of the triad is to show safely of the
companys Standard Cyperaling Procedures (SOPs) in &
clinical setling. Inifial results in the first lhree patients who
have been reated have confirmad the safely of the cells
implanted info ihe damaged hearts. Moreover, these first
patients have shown particularty encouraging early
efficacy results.

In up to six months of follow-up after the palients’ cells
wiere implasded into their damaged bean muscle, each




patienl had demonstrated improvement in global heart
function of 20-60% relatve to baselice, as datermined by
serial echocardiograms.

The comparty has now completed a number of large
anima! studies for the coltation of data to be provided o
the United States Food and Drug Administration (FDA) in
support of Angiobiast’s Investigational New Drug
applications.

The studies locused upon the trealment of post
myocardial infaect or heart altack animals using the
company's adull stem cefl technology. In particutar, the
studies have looked at efficacy associated with repainng
damaged hearl muscle and impraving heart unction
using cells from a non-related or allogeneic danor.

All studies have been underdaken by specialist
organisations and results have been independerntly
reviswed

Inone completed study at the University of Pennsylvania,
38 sheep underwent coronary artery occlusion and were

treated with either a placebo or the company's stem cells
obtained from an unrelated donor.

On the trial's complation at two monthe, animals reated
with the allogeneic stem cells demonsirated signiticant
protection against heart failure, and up to 50% greater
mean global heart funcfion than tha conlrols, as
delermined by seriaf echocardiograms. importantly,
pathology studies have not shown evidence of allergic
reaclion, rejeclion, or abnormal issue formation.

These are major steps forward in completing the
company's comenilmen! o finalising its IND submigsions
during the 4th quarter 2006 and in proving the
company's primary business model to develop an off-
the-shelf cell therapy for heart disease.

REGULATORY PATH TC RAPID PRODUCT
COMMERCIALISATION

Mesobfast’s proprietary adull stem cells are a well
characterised biologic, occur naturally, and are nof a new
chemical compound, These fealures have enabled the
company to predict the safety of the stem cells in farge
animals and to extrapolate the large animal safely data to
humans. This ability 10 translate findings between
different animal species and humans is fimited to
biologic products. and is generally not the case with
standardg drug therapies.

For these reasons, we {irmly balieve that the regulatory
path to FDA product clearance and sales may be
signilicantly shorter for our stem cell products than for
conventional drugs, with eary Phage il trials and rapid
progression to pivotal frials. This should franslate to
significant savings in time and money for sach individual
application of our technology.

tn order to ensure that Mesoblas! receives timely FDA
IND clearances, we have been communicating
regulary with the FDA to receive garly input and
assurance that our regulatory development strategy is
appropriate and acceptabla.

A pre-IND meeting produced the following conclusions:

+ The FDA is satisticd that we will be able 10
demonstrate safely to a sufficient degree of
confidence through our proposed preclinicat and
clinical programs and manufacturing process
because of the caretul characterisation of cur
propristary stem cells

+ The FDA will evaluate the resulls of these studies in
the IND submissions and, provided they demonstrate
an anticipated safety profile, will suppor direct
cormmencernant of Phasa Il clinical trigls, wilhout the
need tor additional Phase | studias

+ While the FDA will consider each additional IND
subimigsion on a casea-by-case basis, similar clinical
siralegies will pertain for each additional indication.

These conclusions are fikely fo mean the following for
Mesoblast:

» Substantial savings in dollars and years of work

* Immediate unlocking of significant value lor
shareholders as a later sfage clinical developmont
company which is proceeding through clinical trials at
a much faster rale

+ Earier commencement of partherships and
collabaralive agreements with globally dominant
players.

CORPORATE PARTNERSHIPS AND STRATEGIC
ALLIANCES

Mesoblasl's strategy is to unock shareholder value
through timely, rewarding, and {arreaching corporate
refationships with strategic parners who have strong of
dominant positions in the markets being targeted by our
innovalive stem cell product pipefine.

A number of leading orlhopaedic companies have FDA-
approved carrfer malerials thal could work equally well in
bore regenerative applications in combination with our
propriatary stem cells. Thase materiaks do not work
sufficiently well to be used alone, and Mesoblast has
always anticipatod that the outcomes with these
ruaterials are likely to ba significantly enhanced whan our
stern cells are implanted.

Mesoblast chose to enter inlo a clinical and preclinical
collaborative relationship with one major global device
leader which provided their carrier materials for use with
our stem cells in spinal fusion and tibial defec! repair
trials. As expacted, the combined product has induced
significantly superior bona repair compared with the
rmaterial gone. validdaling our approach.

Mesoblast anticipates that these results will be broadly
applicable to combinations of our stem cells with simiar
FDA-approved carriers manufaciured by other major
orthopaedic firrms. This puts the company in a very
sirong posifion to pursue commercial parinerships with
one or multiple global players within a short fimeframe.




Sirnilarty, Mesoblast's US-based sister compary
Angioblast Systems Inc; has formed a collaboralive
relationship for ils cardiovascular devaelopment programs
with Cordis Corporatian, a Johnson & Johnsan company.

Cordis' latest generalion hearl cathefer sysiem has been
spacifically devaloped to deliver calls or other biologics
10 the heart. This latest catheter system had its first test
worldwida in patients enrofled in our cardiovascular trial
at the John Hunter Hospital.

We believe that Cordis’ choice to use our Filot Clinical
Trial, as the first test of its newest generalion catheter
delivary systam for ceff therapy is a significant
endorsement of bath the clinical and commarcial
potential of our proprietary adulf stem cell technology.

I both ot these collaborative agreements, Mesoblast
and Angiobiast retain all intellectual property rights to the
platiorm stem cell technology and we femain fres to
pursue all commercial oplions.

PATENTS AND INTELLECTUAL PROPERTY

The company has a broad intamalional sirategy o
prolect and build upon its technology platiorm.
Uttimataly, a cesp intelleciual properly strategy will senve
lo underpin the company's value and commerdial fulure.

The basis to Mesoblast's technology is a patented ability
1o aceurately characlorise, select and greally expand a
very rare population of adult stem cells present
ihroughout the body in all of us and which are known as
Mesenchyimal Precursor Cefts (MPC).

The MPCs can differentiate into a variaty of cell types
including bone, cadifage, fat. blood vessels, and
polentially even heart tissue, and this forms the basis for
lhe company's product portfolio. The further ¢ritical
propany which characterises these cells is iheir ability (o
ascape immune racognition, a key factor underpinning
lhe company's business model.

IP Australia has granted a key patent that covers the
composilion of matter relaling to MPCs as wall as
methods assodated wilh puritying and enriching these
cels. Further palents have been filed in Australia. the
United States and throughout the rest of the workd. These
relate 1o MPC composition-ol-miatier, methods of
enrichment and expansion of these cells, and their use
for various applications, including orthopaedic and
caiddiovascutar conditions,

The company anticipates several additional key patents
will ber granted in & short timetrarne in magor strategic
markets such as the Uniled States.

SCIENTIFIC ADVISORY BOARD

Tha intemational Scientific Advisory Board comprises
experts in stem call biology. orthopaedic and
cardiovascular digseases. They are playing active roles in
Mesoblast's clinical and preclinical trials. The Advisory
Board incluges:

Protessor Sikviu lfescu - Chafrman

Professor Peter Ghosh — Sydney, Australia
Professor Richard Gilbert - Toronte, Canada
Professor Rober! Graharmn - Sydney, Australia
Professor Stephen Graves — Adelaide, Australia
Protessor Henry Krum — Melbourne, Australia
Protessor Joseph Lane - New York, Uniled States
Protessor Paul Simmons - Houston, United States

AN EXCITING FUTURE

This year has seen Mesablast invest a great deal of lime
and eftort (o lay solid global foundations to support the
growth of the company going forward.

By the end of the 2006 calendar year, Mesoblast is
expected to have made an IND submission to the FDA
lor an orthopaedic application and Angiobiast is on track
to do the same for a cardiovascular indication.

We are confident that Mesoblast has an extremealy brigh
future especially as awareness of our technology's
potential to create therapiag lor very large, unmet dinicai
nesds grows exponentially.

The company now has strong data from clinical and
preclinical trals and has targeled muftiple opportunities
and multi-Gilion dollar markels. The major proportion of
the poputation will suffer from orthopaacdic and
cardiovagscular diseases we are largeting at some point;
diseasas for which there are no salisfaclory alternatives.

In summary, we have unigue and powerful calls, we are
largeting massive markets, we have an experienced
rmanagement team, strong manufacluring facililies and
the ability 1o upscale preduction. This, combined with a
favourable market enviranment hat is creating an
informed demand for adull stem cell products, provides
a strong indication that Mesobilast is poised to enjoy
explosive growth as it moves lowards the goal fo
becoming a leading global adult stem cell company.

As Mesoblast fiurnly advances info an era of global trials
for numerous indications. we look forward 1 franslating
our clear clinically competitive edge inio increasad
shareholder wealth,

i
P/ i‘
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Praiessor Sitviu ltescu
Chief Scientific Adviser







The Board of Directors of Masoblast Limited has
resolved to submil he following ropor logether with the
financial statements of the company for the financial
year endedt 30 June 2006.

DIRECTORS

Directors of the Company in office at any time during,
or since, the end of the year:

Mr Michael Spoonar - Exoculive Chairman

Pratessor Sitviu ltescu ~ Direclor, Founder and Chif
Scientific Acdvisor

Mr Donal O'Dwyer - Non Executive Director and Deputy
Chairman

Mr Byron McAllister - Nan Executive Direclor

All Directors have held office prior to the beginning of
the financial year.

PRINCIPAL ACTIVITIES AND STRATEGY

Mesoblast is an Auslralian biotechnology comparty
cornmilied Lo the development of novel realiments for
orthopaedic conditions. including the rapid
commercialisation of a unique adull stem el
tachnclogy aimed at the regeneration and repair of
bone and carilage.

Through the use of allogeneic stern cells that ara the
core (o the company's intellectual property rights, our
strategy is 10 produce a highly profilable, ofl the shell
adul! stem cell product that is effeclive in the treatment
of our larget markets.,

Our Tocus is 10 progress through clinical trials and
internationzl regulatary processes necassary to
commercialise the technology in as shod a timeframe
as possible.

Mescbilast hag the worldwide exclusive rights for a
serigs of patents and technologies that have been
developed over mare (han 10 years and refale to the
identification, extraction and culture of adult
Mesenchymal Precursor Cells (MPCs). The lechnology
is currently the subject of a clinical trial being
conducted at The Royal Metboume Hospital for large
non-union fractures using tha patient's own cells.

Furtharmore, the technology has so far achieved cutstanding
resuits in pre-dinical in vivo studies in the rgeneration and
repr of large bone fractures and in spinal fusion.

At tha time of our IPG the company acquired a 33.3%
interest in Angioblast Systems In¢. an Amaerican
company developing the platiorm MPC technology
principatly associated with the freatment of
cardiovascular diseases, including rapair and
vegenaration of blood vessels and hearl muscle. A
clinical trial of up to 1C patients suffering from severe
coronary artery disease is being conducted af the
John Hunter Hospital in New Sauth Wales.

During the period subsequent 1o Masoblast’s succassful
Initial Public Offering on the Ausiralian Stock Exchange
in Decernbar 2004, tha company, together wilh
Angicblast, have jointly funded a number of major
diinical and predinical projects associated with the core
stem cell technology and fundarmental to bath
companies’ endeavours to successiully file
Investigational New Drug (IND) submissions to the Foad
and Drug Administration in the Uniled States (FDA).

Mesochlast's strategy is {0 maximise shareholder
valug through both corporate pannerships and the
rapid and succeesstul completion of preclinical and
clinical milestones.

REVIEW OF OPERATIONS

During the year under review the company's entirg
focus and that of its sister company Angiobiast has
been o conduct clinical and preclinical sludies as well
as to implernent GMP compliant manufacturing as
fundamental elements of a number of comprehensive
IND submissions to the FDA.

At the time of this Report, it is apparent that these
submigsions will be completed during the 4th quarter of
2006, some 6 or more months ahead of our inilial eslimates.

Significant milestones actomplished by the company
ware reported to the ASX throughout the year, The
promise of adult stem cell therapy has wide reaching
elfects and may ullimately improve the quality of life
for many people. it is in this raspect that national and
inlernational media have followed closely the
COMPANY's [3rogress.




Sorme of the important milestenas accomplished by
your company during the period under review include:

» Engaged specialist pastner organisations in the US
and Ausfralia to undertake extensive preclinical,
farge animal studties in the preparation of data for
IND submigsions and 10 progress new indications
particularly relating to cartilage.

» Engaged best of breed commercial
manutacluring pariners in Australia and the
United States in preparing tha company for IND
submissions, clinical and preclinical trials and
later commercial production aof an “off the sheli”
adult stern cell product.

» Commenced clinical trials of up to 10 patients each
at The Royal Meibourne Hospital and the John
Hunter Hospilal designed {o lost the salety and
standard operating proceduras associated with tha
treaiment of non-union large bone fractuses and
cardiovascular disease respectively using the
company's platiorm aduit stem cell technology.

» Strenglhened the Board and management of the
company through the appointment of an Execuiive
Chairman and a further appointment of Scientilic
Advisory Board membars. The company hiowever
remains commitied o the ideal of outsourcing to
bes!t of breed commercial partners to minimise
capilal expenditure and recurring costs whilst
maximising core available skills.

* Both Mesobilast and Angioblast have entered into
collaborative agreements with globaily daminant
medical companies to progress the core technology
through both clinical and preclinical studies.

= We have continued to strenglhen the company's
Intellectual Property (IP) position by seeking national
and infernational approvals and expanding our key
IP portfulio.

» knportantly, the company obtained a $2.7 million
grant from the Ausfralian Government's Ausindustry
Commercial Ready scheme to progress new
carilage programs in the use of our adult stern cefl
technolagy for the reatmeant of ostecarthritis.

FINANCIAL SUMMARY

Operating Results

The net loss tor the year was $8,208,587 (2005
$1,470,369) and is in line with expeciations. The resull
reflects full year operations for the company (2005
reflect cperations tor 6.5 months post listing) and a
signiticantly faster pace of commercialisation during the
period associated with an earlier than planned
submission of the company's IND applications.

Current and comparative figures reflect accounting
changes associated wilh Ausiralian equivalents 10
International Financial Reporting Standards (AIFRS).

importantly, the foss for the year is reflective of both an
extremely rapid pace of development and work
simultaneousfy being conducted on three significant
applications being spinal fusion, the repair of long bone
fractures that have failed 10 unite as well as a cartilage
program. The degree of progress made and the
number of indications are much larger than was
originally envisaged.

income

Ravenue during ihe period wag $2,821,758 (2005:
$502.885) being:

2006 2005
Commercial Ready
Government Grant recened 1854048 -
Interast receivad
- Bank depiosils 557 487 502885
R & D tax oifset 345,638
Other income 21712 -
Foreign exchange gain
on US Doltar deposil 38.873 -

Total Revenue from

continuing operalions 2.821.758 502885

According 1o the terms of the Commercial Reacly
Government Grant, funds received were matched
against expendilure incurred by the company in
progressing its castitage program on a doftar for dollar
basis. Funds received under the Grant were recognised
by the company as income in the peried in which they
were received.

Expenditure

In ling with the company's policy and to comply with
accounting standards. all costs associated with
research and development are fully expensad in the
period in which they are incuired, as lha Direclors do
nal consider the company can yet demanstrate all the
factors required prior 10 capitalising development
expendilure.

Tolal operating expenses (or the period were
$11,120,345 (2005: $1.973,254) being:

20086 2005
Rasearch & Development costs 5,358,277 491,774
Management 8 Administration 2,177,053 676,321
Employee bonefils expense 1.570.514 321,333
Intarest expensas 110,082 107,117
Equity accounted losses 1,904,409 376,709

Tolal Overheac 11.120,345 1.973.254

An amount of $1,804,409 (2005; $376,709) was laken
up by way of Mesoblast’s equily accountad lnsses in
the operations of Angioblast. Under the terms of the
Mesoblast investment 10 date, Angioblast and
Mesoblas are jointty funding the devolopment and
commerciaisation of the adult stem ceall technology to
a point where both companies will file IND applications
with the FDA. Such joint funding witl terrminata an
accomplishing this milestone.

Cash Flow Statements

Nat cash outtlow from operations increased from
$604,612 in 2005 to $3,183,863 in 2006.

During the period under review the company did nol raise
furthar capital. It should be noted however that additional
capilal was raised subsequent to 30 June 2006 as
outlined under Matters Subsequant (o Balance Date.




Balance Sheet

Al 30 June 2006 the company's cash position was
$7.854.843 (2005: $15,003,834 million) whilsd
Angioblast Systems Inc was $1,100,301 (2005:
$2,658.850), which together rellect the 1oia) available
funds available at balance date to progress the
platform technalogy.

The company's policy is to hold its cash and cash
equivalent deposits in “A” raled or better depasits.

The company's strategy is to oulsource manufacturing
and all continuing research to specialist, best of bread
pariner organisalions. As a consequence the

company has not incurred any major capital
axpendilure for the period and does not intend to incur
substantial commitmants for capital expenditure in the
immediafe future,

DIVIDENDS

No dividencis ware paid or declared during the course
of the financial year and no dividend is recommended
in respect to the financial year ended 30 June 2008,

EARNINGS PER SHARE

20086 2005
Cents Cants

Basic eamings per share (loss) (8.87) {212}
Dilulett sarnings per share {loss) (8.87) {2.12)

SIGNIFICANT CHANGES IN THE STATE
OF AFFAIRS

No significant changes occurred in the state of affairs of
he company during the fnancial year other than thosa
disclosed in the review of operations.

MATTERS SUBSEQUENT TO BALANCE DATE

The primary goal of the company at the time of its
public fisting in December 2004 was to flile at least one
Investigational New Drug Application with the US Food
and Orug Adrninistration. This goal is set (o be
achicved in tha 4ih quarter 2008, some $ix of more
months ahead of schedule. Subjoct Lo FDA clearance,
he company will commence two Phase )i Clinical Trials
tollowing our IND submissians in the 41h quarter of
2006. The company initiatad a capital raising
subsequent to balance date to fund the next slage of
development beyond the company's current focus. On
20 July 2008 the company announced that it had raised
$15 million by way of a Placement of 12 million shares
to inslitutional and sophisticated inveslors atl $1.25 per
share. In addilion, the company underlook a Share
Purchase Plan (SPP) o enable our shareholders to
acyuire shares in the company for an amount up to
$5,000 per shareholder, al the same price otfered under
the Placemend. An amount of $2.2 million was raised
under the SPP bringing the fotal capilal raised to

$17.2 million.

No other matiers or circumstance have arisen since 30
June 2006 that have significantly affected or may
significantly affect:

+ Mesaoblast's operations in {uture financial years, or
+ The results of those aperations in future financial years, or

« Mesoblast's stata of affairs in future years.

BUSINESS STRATEGY PROSPECTS FOR

THE FUTURE

The Campany's operations and those of its sister
company Angioblast are currently focused on the
complation of IND submigsions during the 4lh
quarier of 2008 and are fully funded {o reach this
important goal.

Our strategy movirgg forward is to maintain rapid progress
in the commarcialisation of our slem eddl technology.
Accordingly, the company raised $17.2 million
subsequent to balance date to progress two indications
into Phase [l Clinical Trials. The iming and nalure of these
Trials is subject to FDA dearanca. In conjunction with
Angjioblast, it is our clear goal to comimence ihese Trials
as quickly as possible.

Furlher information on likely dovelopments in
Mesoblast's operalions, or those of Angioblast,
and expecied results of operations have not been
included in this report because the Directors are of
tha opinion in may result in unreasenable prejudice
to the Company.

ENVIRONMENTAL REGULATION

Mesoblast's operalions are not subjoct to any
significant environmental requlation under either
Commonwealth or State legislation. The Board,
however, considers that adequate systems ara in
place to manage the Company's obligations and is
not aware of any brezach ot environmental
requirements as they relate to the Company.

INVESTMENT IN ANGIOBLAST SYSTEMS INC.

Angioblast Systerns Inc is a non-listed biotechnology
company based in New York. The company was
incorporated on 27 April 2001 in Delaware, United
States ol America.

Angioblast's principal focus is {o commercialise
cardiovascular apphications of our adult stem cell
technology which was acqitired {rom the Hanson
Institute/Institute of Medical and Velerinary Science
in South Australia.

Current Investment in Angloblast

Maesoblast has acquired a 33.3% interest in
Angioblast. This interest is non-dilutable unti
Angioblast has submitted an IND application 1o the
US FDA, at which lime Mesoblast's Preference share
holding will convert info 33.3% of Angioblast Syslems
Inc issued commen stock.

At 30 June 2008, Mesoblast had provided $8 million
in lunding and it is anticipated that the remaining
balance of $2 million associated with the $10 million
investment wilt be paid for the submigsion of at least
one IND application to the FDA. it is anlicipatzd that
the submission will be compleled in the 4th quarier
of 2008,

During the year ended 30 June 2006, Angioblast
expenditure items direclly attributable to the joinl
development of fhe platform adult stem celf
technolagy were as follows:

2006 2005
$4,087,261 $964,536
$795,732 $195.636

Research & Developmen]

General Administration




Information on Directors
and Management Personnel

Michael Spooner
Chairman and Executive Directar — Beomn, ACA, MAICD

Shares: 204,000
Cptions: 1,100,000

Mr Spocner is a well-known and respected business leader. He has an extensive netwark of
refationships with investment lirs and business communities across the globe, having spent the
majority of the past 25 years living and working inlernationally. Most recenily. Mr Spooner was Managing
Diractor & CEQ of Ventracor Limiled where ha led the transformation of a small Australian listed lile
sciences company inlo the second highes! performing stock on the S&P/ASX 200 index in 2003. He was
a Principat Pariner and Director of Consulting Services with PriceWaterhouse Coopers (Coopers &
Lytrand) in Hong Kong for several years. Currently, Mr Spooner advises a numiber of high growth
carparations and is a non-executive director of Peplin Limited.

Other Direclarships of listed companies over tha past thres years are director of Paplin Limited and
Venlracor Limited. Age 49,

Silviu tescu
Director and Chief Scienfilic Adviser - MBBS (Hons), FRACE FACP FACR

Shares: 43,120,000
Optiong: Nit

Professor lfescu is on the medicat faculties of both Columbia University in New York and the University of
Melbourne. He has established an outstanding international reputation in the fields of stem cell biology,
autoimmune diseases, organ transplantation, and heart failure. In thesa areas of focus he has gained
broad experience, from basic research in the laboratory through fo new drug davelopment and clinical
evaluation. Most recently he pionearad novel approaches lo the use of adult stem cells for the treatmant
of heart disease, it leading international collaborative trials in this area, and has been an advisor on cell
therapy for cardiovascular diseases 1o both the United States President's Council on Bioethics and the
Uniled Stales FDA Biolegical Response Modifiers Advisory Commitlee (BRMAC). Professor ltescu has
consulted for various infernalional pharmaceutical companies, has been an adviser lo bictechnology and
haaftheara investor groups, and is a non-executive director of Amrad Corporation and Ambri Limited.
Professor ltescu is the founder of both Mesoblast Limiled and Angioblast Systems, Inc.

Professor ltescu is curently on the Board of Diractors of both Mesoblast Limited and Angioblast Systems Inc.

Qther Directorships of listed companies over the past three years are director of Amrad Corporation
Limited and Ambri Limited. Age 49.

Donal O'Dwyer
Non Exacutive Director - BE, MBA

Stares: Nt
Qptians: 150,000

Mr O'Dwyer has almost 20 years axperience as a senior executive in the global cardievascular and
medical devices industries. From 1996 to 2003, Mr &'Dwyer worked for Cordis Cardiology, the
cardiology division of Johnson & Johnson’s Cordis Corporation, inifially as ils president {(Europe) and
from 2000 as its worldwide president. Cordis is the world's fargest manulacturer of innovative products
for inlerventional medicing, minimally invasive computer-based imaging. and electrophysiology. [n hig
role, Mr O'Dwyer led Cordis through tha launch of the revolutionary Cyphar drug eluting corenary stent
technology. and saw the company take over number one market share of coronary stents worldwide. He
directly supervised an increase in sales from $US500 million in 2000 o $US2 billion in 2003. Prior to
joining Cordis, Mr O'Dwyer worked for 12 years with Baxter Healtheare, rising frem plant manager in
Ireland 16 president of the Cardiovascular Group, Europe, now Edwards Lifesciences,

Mr O'Dwyer is a qualified civil engineer and has an MBA. Mr O'Dwyer is currently Mesoblast's
representative on the Board of Directors for Angioblast Systems Inc.

Other Directorships of listed companies over the past three years are director of Cochlear Limited and
Sunshine Heart Inc. and Chairman of Atcor Medical Holdings Limiled. Age 53.




Byron MceAllister
Non Executive Director - BS M.Age

Sharas:  Nif
Options: 150,000

Mr McAllister has extensive expertise in product development, qualily assurance, and obtaining FODA
regulatory approvals within the hoalthcare industry. He has extensive expartise within tha biologics,
pharmaceutical and medical device industries, and has prepared full documentalion for approval by the
U.S. FDA, UK MCA, and other world health regulatory authorilies. Most recently, Mr McAllister has
served as Vice Prasident, Worldwide Cuality Assarance, for the Ares-Serono Group based in Geneva and
Bosten, overseeing operations in over a dozen countries. Mr McAllisier has held senior managament
positions in manufacturing and quality assurance with Abbol! Laboratorigs’ Ross Laboratories and
Diagnostics Divisions, Amersham Corporation, and Couller Electronice Corporation.

He is a member of the PDA (Parenteral Drug Association), American Society For Quality (ASQ), and Lthe
Regulatory Affairs Professionats Society (RAPS). Age 63.

Paul Rennie
Chiet Operating Officer - B, Sc., MBM, MS

Shares: Nif
Options: 690,000

Mr Rennie has over 25 years experience in marketing and business developient within the Australian
biomedicat and pharmacsulical industry. He was formerly Director of Business Davelopmerit for Sollec,
a wholly owned subsidiary of F H Faulding & Co., Ltd., with focus on developing improved
pharmaceuticat diug delivary systems. Previously, as Business Development Manager for the
Biosciences Division of Bontac, he led the commaercialisation strategies and licensing negotiations
between Bonlac's CPP-ACP technology to Warner Larnbert. Between 1880-1994 he held various
positions wilh the giobal pharmaceutical company Merck LId, where as National Sales and Marketing
Manager he was responsible for Australia-wide sales of pharmaceulicals, anatylical reagents,
ervironrmental monitoring products, and scientific research products. In this capacily, Mr Rennie
implemented a new strategic plan, which contributed Lo transforming Merck Australia from having & (0$s
in 1993 10 record sales and profits in 1996. Age 47.

Kevin Hollingsworth
Company sacretary — FCPA, FCMA

Shares: Nif
Options: Nif

Mr Hollingsworih s a Fellow of CPA Australia, and a past chairman of both the National and Victorian
ndustry and Commerce Accountants Commitiees. He is alsp a Fellow ot the Chartered Management
Accountanis and a Past National Prasident of CIMA Ausiralia. Mr Hollingsworth has most recently been
non-executive director and company secrefary for Alpha Technologies Corporation Lid, a global
company wilh eperalions in the US, Mexico. Europe and China, designing and manulacluring
termperalure sensors for disposatie medical devices, as well as precision thermometry and
instrurneantation fur the biotechnical and life science industry. Age 53.




MEETING OF DIRECTORS

The number of meelings of the Company's Directors (including commiltee meaetings of Directors) held during the
year ended 30 June 2008 and the numbers of meetings altended by cach Direclor were:

B. MeAltisler -

A - Number of meetings hefd during the fima the Diractor held office or was a member of the committee: during the year
B - Number of meetings attended
* - Not a mernber of the specified commitiee; however attencled on invitation only

REMUNERATION REPORT
Tha remuneration report is set out under the following main headings:

A Principles used 1o determine the nalure and amount of remuneration
B Details of remuneration

C Senice Agreemenis

D Share-based compensation

E Additional information

KEY MANAGEMENT PERSONNEL
The key management personnel includes:

{a} Directors

{iy Chairman and Executive Director
Michael Spooner

(i) Executive Director
Silviu ltescu
{iii) Non Executive Directors

Byron McAllister
Donal O'Dwyer

{b) Executives
Tha tollowing person weare the executives with fhe greatest authority for the Strategic direction and managarmant
of the company {*olher key management personnel”) during the financial year:

Name Position Ermployer
Paul Rennie Chiet Operating Officer Mesobiast Limiled
Kevin Hollingsworth Chiet Financial Officer Mesoblast Limilted

No changes have ocourred after the reporting date and prior to the date of the Direclors' Declaration.




Principles Used to Determine the Nature and Amount of Remuneration

The Company's goal is to engage and promote excellence at Board level, in staft members and partner organisations.
The Company looks 1o engage tha services of indviduals and organisalions with 1he exparience necessary 1o assist
the Company in meeting its strategic objectives. The Board of Dirgctors has determined that recurring Costs
associaled with full-time ermployment should be held to a minimurn wherever possible whilst snaintaining a high level
of competency in core skills in clinical and regulatory managament.

The Board ensures that executive: reward complies with good reward governance prractices:
+ Competiliveness and reasonableness

v Acceptability o shareholders

+ Performance linkage

+ Transparancy

+ Capital management

The Company has structured an executive remuneration framework that is market cormpelifive and complementary
1oy the reward sirategy of the organisation.

The Company's remuneration framework is aligned to shareholders interests and in particular is aligned to the
tapid commerciaisation of the company’s intelleciual property and in achisving its milestones in & highly ethical
and professional manner.

The executive ramuneration framework provides a rmix of fixed and variable pay and pesformance incantive rowards.
Non Executive Directors’ Fees
Diretdors' fees ware delerrmined as at the date of the company's public listing on 16 Decermber 2004 and by

reference to industry standard. Components of [he resmunaration package include a cash elernent together with
unquoted medium lerm oplions.

Direclor fees are $40,000 per Non-Execulive Director and $75.000 for the Chairman and reflect the demands which
are mace on and the responsibilitics of the Directors, A limit to total Directors' tees of $500,000 was sel 4t 1the time
of the public listing and has not subsaquently changed.

Executive Pay

The execulive pay and reward framework has four components:
+ Base pay and benefits

»  Short term parformance incentives

« Long term micenfives

» Other remuneration such as superannualion.

The combination of these comprises the execulive's fotal remuneration.




Base Pay
A total amployment cost package rmay include a combination of cash and prascribed non-financial benelils at the
axeculive's discretion.

Execulives are oftered & compelitive base pay that comprises the fixed component of pay and rewards, The base
pay for execulives is reviewed annually 1o ensure the executive's pay is compatitive with the market. An execulive's
pay is also reviewed on promotion.

There are no quarantead base pay increases included in any exaculive conlracks.

Short Term Incentives

Incentives are payable {o executives based upon the attainment of agreed corporate and individua! milestones and
are raviawed and approved by the Board of Directors.

Long Term Incentives

Performance conditions were attached to the following options:

Mr Paul Rennie was granted options that will progressively vest/bacome exercisable in 3 tranches as follows:

t Tranche A - 80,000 opticns. on achieving an SOP (Standard Operating Procedure} for the manulacture of cells;

2 Tranche B - 80,000 oplions, on completing human pre-regulatory trials for & Mesoblast Grthopaedic Application
ol the licensed technolegy: and

3 Tranche C - 80,000 options, approval of Mesohlast's FDA IND (Investigative New Drug) approval
Mr Byron McAllister was granted oplions that will progressively vest/recame exercisable as follows:

1 inrespect of 75,000 oplions, the Company must achieve IND approval from the US FDA for initiating mulli-cenire
orthopaedic clinical trials within a period of 2 years affer the Date of Grant tiefore those oplions can be
exercised,

2 Invespect of 75,000 options, Angioblast Systerns Inc. must achieve IND approval from the US FDA for initiating
multi-cantre cardiovascular Clinical trials within a period of 3 years after the Date of Grant batore those options
can be exercised.

The performance condilions are in line with the Company's milestones.

The company has achieved an SOP for the manufacture of cells; therefore Mr Rennie has achieved his milestone in
Tranche A above and these oplions have now vesled.
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B Details of Remuneration

The aggregale compensation of the kay management personnel of the company is set cul below:

Short-term employee benefits .
Post-employment Denedits, f o

Equity-based payments. 700 DD

Detaile ot the ramuneration of each Director of Mesablast Limited and the key management persanncl of the
Campany are set oul in he tollowing tables. As indicated above incentives are dependent upon the: altainment of
agreed corporate and individual milesiones and all incentives refated to the year have been expensed in full.

2006

Execulive
Dirgetorg, | w07 T T T T e T T e T

Mictiael Spogney © 249,426,

Sivau ltesou "7~ 137,500 -
Sub-total - v LT
executive - ..
Ql_rgcio.rsu R

©1386,926 "

Non executive .-
Dirgclors - .-

CB1,750.
61,750,

Byron McAlister - -
Donal O'Dwyer - - -:'j‘§6.697,..'.

Tolal .. 463,628 125,000 T T S s sy T L T agg 500 T 855,674

Executive
Diregtor.
S fescu ~.7
Non executive f;_‘
Directors ... .

Mighael Spoones . ~57,339. 91500 .

Byron MoAlster - L aneTs

10875 40875
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Other Key Management Personnel

Paut Rervig, 1T

Kewin Hollingsworth_ ™" " 100,000 -,
Totat - 250000 0 T4ss20 - T Tooone T

Paul fleonis. "

Kevin Hollingsworth - © " &

C Service Agreements

Remuneration and other terms of employment for the Executive Chairman, Chied Sclenlific Advisor and other key
management persannel are formafised in service agresments. These agreaments may provide for the provision of
performance related cash bonuses and the award of eptions,

Other major provisions of the agreements relating o remuneration are sel out beiow:
Michael Spooner, Executive Chairman
+ Term of Agreement - Commericing 15 August 2005 until 30 June 2006
* Base Salary mclusive of superannualion for the period ended 30 June 2006 of $196,875
* Shorl Terrn Incentive of $150,000 based upon successful completion of saveral critical milestones
* 3 yoar oplions '
. 350,000 65 cent oplions vested on 31 Decarnber 2005
* 350,000 65 cent options will vesled on 30 June 2006
« Chairman Fees $75,000
= Oplions - 400,000 80 cent options hald in escrow until 16 December 2006

The Board of Direclors has continued this agreement under the same terms set oul above. A new agreement is
currently being negotialed, terms of which will be presented al the Annual General Meating.

Silviu Hescu, Director and Chief Scientific Advisor
= Term of Agreement — Commencing 12 November 2004 for three years

* Base Salary - $125,000 in the first year reviewed independently and annually (buf nol 1o ba less than $125,000) by
the Board ol Directors

* Termination — No terms have bean agresd
* Bonus - Nil

+ QOplions — Nif

Bryon McAllister, Non Executive Director

* Term of Agreement — Comimencing 28 September 2004, Non-executive Directors are appeinted by shareholders on
the basis that 1/3 of all non-execulive Directors relire annually and are etigible lor re-afection at the company's
Annual General Mesling.

« Director Fees - $40,000 in the first year reviewed indopendently and annually by the Board of Directors

+ Termination - No tarms have been agreed

+ Bonus - Nil
* Oplions - 150,000 60 cent options held i escrow until 16 December 2008,




Donal O'Dwyer, Non Executive Director

« Tern of Agreement - Commencing 28 September 2004. Non-executive Direclors are appointed by shareholders on
the basis that 173 of all non executive Directors retire annually and are efigible for re-election at the company’s
Annual General Meeting.

« Director Fees - $40,000 in the first year reviewed independently andt annually by tha Board of Directors
« Termination - No lerms have been agreed

» Bonus - Nil

» Options - 150,000 60 cent options held in escrow until 16 December 2006.

Paul Rennie, Chief Operating Officer

« Term of Agreement - Commaencing 10 December 2004 and ongaing.

+ Base Salary - $185,000 per annum

« Temnination - by three months' notice irom either side

« Bonus - at the discretion of the Board of Direclors.

D Share-Based Compensation

Options

Oplions are granted under the Masobiast Limited Employee Share Oplion Plan. Staff eligible to padicipate in tha plan
are those of supervisor level and above (including Directors) who have been continuousty ermployed by tha Company
for a period of at least one year.

Onptions are granted under the plan for no consideration,

The valuations of options are independently determined by independent axperts using Black-Scholes option pricing
model taking inlo #ceount the terms and condilions upon which the instruments were grantech.

The terms and conditions of each grant of oplions allecting remuneration in the previous, Lhis or future reporting
periods are as follows:

. _;'.1_6 Becerriber 2006 -
" 16 Decerber 2008, . -

25 August 2005..
23 February 2006 . ~1Apﬂ!2007“ .

23 February 2006 7" "1 April 2007 .
23 February 2006 -~ "+, 1 Aprl 2007 -,

23 February 2006 ~. -~ " 11 Apiil 2007, -

23 February 2006, & " 1 Aprl 2007, .-
23 February 2006, - . 1 Aprl 2007 -

23 Februaty 2006 1 AP BO07 AR

Options granted under the plan camry no dividend or voling rights.




Non-audit sevrvices

The company may decide lo employ lhe audilor on assignments additional to their statutory audit dulies where the
audilor's expertise and experience wilh the cormpany andfor the Group are imporiant,

Datails of the armount paid or payable 10 the audilor (PKF Charlesed Accountants) for audit and non-audil services
peovided during the year are set oul below.

The Board of Directors has considered the position and, in accordance wth the advice received from the audit
commilies, is salisfied that the provision of the non-audit services is compatible with thae general standard of
independence for auditors imposed by the Corporations Act 2007 for the icllowing reasons:

+ All non-audit services have been review by the audit commitiea 10 ensure thay do not impact the impartiadity and
objectivity of the auditor.

+ None of the services underming the general principles refating fo auditor independence as sel out in Prolessional
Swaternent F 1. including reviewing ar audiling the auditor's own work, acting in a managemant or a decision-making
capacity for the company, acting as advocate tor the company or jointly sharing economic risk and rewards.

During the year the following fees were paid or payable for sarvices provided by the auditor of the parent entily, ils
related practices and non-related audit firms:

2006 2005
$ 3
ASSUrENCe Sevices
1 Audit services
PKF Charered Accountant Australan firm:
Audii and review of financial reports and other audit work
under the Corporations Act 2001 58,650 26,000
Total rarmuneration for audil services 58,650 26,000
2 Other assurance services
PKF Chantered Accountant Austratian firm:
Indepandent accountani’s report and due diligence for IPO - 45,000
Total remuneration for olher assurance services - 45,000
Total rermuneration for assurance services 58,650 71.000

Auditor’s independence declaration
A copy of the auditor's dedlaration under Section 307C in relation 1o the audit for the pariod ended 30 June 2008 is attacherd.

Auditor
PKF Chartered Accountants continues in office in accordance with section 327 of the Corporations Act 2001.

This report is made in accordance with a resolution of the Diregtors,

” e

Mr. Michael Spooner
Executive Chairman

13 September 2008
Melbourne




Gharipngt Ascoiempms
& Buslnggy Adidsers

AUDITCR'S INDEPENDENCE DECLARATION
TO THE DIRECTORS CF MESOBLAST LIMITED

As load engagement pariner for the audit of Mesoblast Limited for the year ended 30 June
2006 1 declare that, [0 the best ol my knowledge and belief. there have been:

{i} no contraventions of the independence requirements of the Corporalions Act in relation
to the audit; and

(i) no contraventions of any applicable code of protessional conduct in relation fo the audit.

ﬁ/

PKF R A Dean

Charlered Accountants Partner

13 September 2006
Melboume

Tel: + 613 9003 1700 | Fax: +61 3 8002 3570 | www Pl cOm.ewu

Victorian Parlnership | ABN 56 327 914 298

Level 11, CGU Towsr | 485 La Trona Street | Melbourng | Victona 3000 | Austreha
GPO Box 5099 | Melbowne | Victoria 3001
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The Board ot Directors of Mesablast Limited is
responsible for the corporate govemanca of the company.
The Board guides and monitors the business and affairs
of the company on behall of the shareholders by whom
thay are elected and o whom they are accountable, The
company is commitled ta implermenting the highest
standards of corporale govermnance.

In setting ifs standards the company has considered the
ASX Corporale Governance Councits Principles ot Good
Corporate Governance and Best Practice
Recommendations, Whilst the company confinuas fo
develop and improve its corporate governance
processes and standards, the Board is pleased to
advise thal Mesobiasl's practices are largety consistent
with the ASX quidslines.

In accordance with the Council's recommendations, the
Corporate Govemance Statement that follows containg
certain gpecific information and discloses the extent to
which the company has tollowed he guidelines during
lhe 2006 year. Mesoblasts Corporate Governance
Staternent is structured with reference 1o the ASX
Carporate Governance Coundil's principles and
recommendations.

Details of all the recommendations can be found on the
ASX Corporate Governance Councits website at
www.asx corm.awfabout/CorparateGovernance,

The Beard undertock a comprehensive review of the
company's corporate gavermance poficies in 2008, On a
continecus basis the Board will adopt a strengthened
model that recognises and reflects the ongoing
development of the company. Much care will confinue to
be laken by the Board to ensure that the mode! is
relevani, efficient and cost elfective ta the company and
its shareholders

PRINCIPLE 1

Foundations for management and oversight

In general, the Board is responsible tor, and has
authority o determine, all maliers relating {o the
policies, practices. managernent and operations of the
campany. Specifically the Board functions include:

« sefling the overall Company financial goals

« approving strategies, objectives and plans for the
company's businesses (o achieve lhase goals

+ ensuring the businegs risks are identilied and
approving systems and controls to manage thesa
risks and manitor compliance

« approving the Company's major HR policies and
overseeing lhe development strategies for senior
and high performing executives,

« approving financial plans and annual budgets;
+ moniloring financial results on an ongoing basis,

+  moniloring execulive managemenl and businass
performance in the implementation and achievemant
of stralegic and business objectives;

+ approving key management recommendations
{such as major capilal expenditure, acquisifions,
divestments, restructuring and functing);

+ ralifying and approving the appointment and
removal of executives;

+ reporting 1o shareholders on the Company's
strategic direction and performance including
consfructive engagement in the development,
axecution and maodification of the Company's
strategies;

* gversesing the management of oecupational health
and safely and environmental performance;

+ delermining 1hat salisfactory arrangements ara in
place for auditing the Campany's financial affairs;

« meeting statutory and regulalory requirements and
overseeing the way in which business risks and the
assals of the Company are managed.

PRINCIPLE 2

Board Composition

The Company's Board comprisas {our Diroctors
inctuding an Execulive Chairman who was appointed o
the position i August 2005 and confirmed at the
company's November 2005 Annual General Meeting.
The Company's Chiel Scientific Advisor is also an
execulive Dirgclor. In addition there are two non-
execulive directors. The Board has reviewed its presant
composiiion and delermined that it is currenily
appropriate for the company's size and state of
development, The Board has, however, instifuted a
pregram of continual review of this composition and at
the appropriale time will seek addilional candlidales as
non-exaculive Directors,
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Structure the Board fo add value

Birectors are appointed to the Board based on the
specific governance skills required by the company and
on thy independence of their decision making and
judgmen. The skills, experience and expertiso relevant
ta the position of Director, held by each Direclor in office
at the date of the annual report, is included in the
Director's Reporl. Each member of the Board is
committed to spending sufficient time to enable them 1o
carry ou their duties as a Director of the Company.

Independent Directors

Cirectors of Mesoblast are consitered lo be
incependent when they are independent of
management and free from any business or olher
refationship that could materially inleffere with - or could
reasonably be perceived 1o materially interfere with - the
axarcise of their unfeltered and indepandent judgment.
In tha context of Director independence, “matariality” is
considered from both the company and individuat
Directar perspective. The determination of materiality
requires; consideration of both quantilative and
qualitalive elements. An item is presumed o be
Guanlitatively immaterial i it is equal or less than 2% of
he company's gross revenue or expendilure (whichever
is the greater}. In accordance with the definition ot
independence above, and the matediality thresholds set
by the Board, the following Diractors of Mesoblast were
considered to be independent:

- Donal O'Dwyer (Depuly Chairman and Chairman of
tha Audit & Risk Commiltee)

- Byron McAllister

There are procedures in place, agreed by the Board, to
enable Directors, in funtherance of their duties, 10 seek
independent protessional advice at the company’s
axpense,

The term in office hald by each Director in office at the
date of this report is as follows:

Name Position Term

Michaei Spooner  Executive Chairman 1.5 years
Silviu lescu
Byron McAllister
Donal O'Dwyer

The skifls, experience and experlise relevant to
their posinion for all Directors is contained in the
Cirectors’ Report.

Executive Director 2.0 years
Independent Director 1.5 years

Inddependent Director 1.5 years

Tre Board has established a nomination commitiee
comprising four Directors as follows:

Name Position

Michael Spooner Execulive Chairman

Silviu ltescu Executive member
Byron McAllister Independent mamber
Donal 3'Owyer Independent member

Whilsf the comsmittee has beer formed, given the size
and nature of the company's aperations 1o date the
Board has chosen to discuss those matters usualty
consicered by the Nominations Commifiee at the full
Board during ite regular meelings.

PRINCIPLE 3

Fromote ethical and responsible decision making

As part of its commifment to recognising the legitimate
interests of stakeholders, the cormpany has established
certain Codes of Conduct to guide all employees,
particularly Directars, the CFO and other sonior
Executives in respect ol ethical behavior expected by
the company. These Codes ol Conduct cover contlicts
of interest, confidentiality, fair dealing, protection of
assets, compliance with laws and regulations, whistio
blowing, security trading and commitments to
stakeholdears,

SUMMARY OF PROVISIONS — SECURITY
TRADING CODE OF CONDUCT

Background

The Board of Directors is commitied to there being a
free and apen markel for the company's securities.
Accordingly. the Board fully supports the spiril and leter
of the law and the listing rules concerning adequate and
reasonable disclosure of information relevan! to the
company and its securities in line with contasraporary
continuous disclosure requirements.

The Board is also mindful that trading by Directors and
other employees of tha company at certain limes may
not ba in the best inferests of the above commitment,
Accordingly, the Boardt has established and
promulgated to all Directors and staff a Securily Trading
Coda of Conduct to guide those officers in their
responsibilities in respect of trading in the Company's
and olher companies' securities.




Trading Restrictions

That the Directors, olher employees and contractors
may lracke in the company's securities at any lime
subject 10 approval procedures as follows:

1. Areguest [o trade is emailed or a letter sent o the

Company Saecrelary who circulales this request to the

Executive Directors. The Exaecutive Directors have 7

days 1 respond and approve or deny the request; and

2. Althe end of this 7 day period, Il lhere is no objeclion,
ihen that person ar contractor has a trading window of

7 calendar days from the approval date.

EXCEPT where that person or contractor is in
possassion of price sensifive informalion,

Reporting of Trading

Al tradling by officers must be reported to the Board.
The Company Secretary maintains a register of such
trading within the company's corporaté records.

Price Sensitive Information

The company has published for officers’ guidance an
exhaustive definiion and explanation of what may
amount to price sensitiva indormation.

Training

Induction Training

All officers of the company are trained in the company's

Security Trading Code of Conduct as part of their
induclion training.

Ongeing Training

All officers are provided with raining i the company’s
Sacurity Trading Code of Conduct annually

Trading in Other Cempanies’ Securities

The company's Security Trading Code of Conduct is
also expressly applied to other companies with which
Ihe company may nave dealings where an officer may
have, or be perceived to have, price sensilive
informatlion.

PRINCIPLE 4
Safeguard integrity in financial reporting
Audit and Risk Committee

The Board has established an Audit and Risk
Committee, which operates under a formal charter
approved by the Board. It is the Board's responsibility 1o
engure that an effective internal control framework exists
within the entity. This includes internal controls to deal
with both the effectiveness and efficiency of significant
business processes, the sateguarding of assets, lhe
maintenance of proper accounting records, and the
reliability of financial mformation as well as non-financial
considerations such ag the benchmarking ol

operational key performance indicators. The Board has
delegated the responsibility to establish and maintain
the framework of internal control and ethical standards
for the management of the company to the Audit and
Risk Committea,

The Commiltee also provides the Board with additional
assurance regarding the reliability of financial
infermation for inclusion in the financial reports.
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As at the 30 June 20086, the Audit and Risk
Commifiee comprised three members, ihe majority of
whom are independent Directors and the Chair of the
Cominitlee is not the Chair of the Board. The
members of the Audit and Risk Commitiee during the
year and their gualifications can ba found in the
Directors: Report. Dotails of the number of meetings
of the Audit and Rigk Committee hatd during the year
and the altendees al those meetings can also be
found in tha Directors’ Report.

The Company has processes in place designed (o
ensure the truthful and faclual presentation af the
Company's financial pogition, and prepares and
maintaing its accounts faily and accurately in
accordance with the generally accepted accounting
and linansial reporting standards. in accordance with
the Buard's policy, the CEO and the CFO made the
avtestations recommended by the ASX Carporate
Govarnance Councit Best Practice Recommaendation
4.1 as 1o the Companys financial condition and itg
operating resuils pror (o the Board signing this
annual report.

In jine with best practice the Audit & Risk Committee
is eharged with the selection, independence and
rolation of the external auditor,

PRINCIPLE 5

Make timely and balanced disclosure

The Board has established a policy governing
contiruous disclosure and has designated the
Company Secrelary as the person responsible for
overseaing and coordinating disclosure of information
to the ASX as well as communicating with the ASX. In
accordance with the ASX Listing Rulgs. the Company
immediately notifies the ASX of information:

1. Concermning the company that a reasonabile person
would expaect o have a malerial effect on the price
or vatue of the company's securities; and

2. That would, or would be likely to, influence persons
who commonly invest in securities in deciding wheather
1o acuire or dispose of the company's securities.

Opon confirmation of recaipt from the ASX, the
Company posts all information disclosed in accordanca
with thig policy on the Company's website in an area
accessibie by the public

To ensure that all information of 1his nalure is brought 1o
the attention of the Board the Company has developed
a training prograrn for alt staif.

PRINCIPLE &

Respect the rights of shaveholders

The Company respects the rights of ifs shargholders
and 1o lacilitate the effeclive exercise of those rights the
company is committed to:

1. Communicating eflectively with shareholders though
refeases fo the markat via the ASX, the company's
website, information mailed and emailed to
shareholders and the general meatings of the
company

2. Giving sharehalders ready access 1o balanced and
understandabie information abouwt the company and
cotparate proposals

3. Making il easy for shareholders lo participate in
general meelings of the company

Requesting the extemnal auditor to attend the annual
general meating and be availabls to answer
sharenolder questions about the conduct of the audit
and the preparafion and content of the: auditors report.

The Company also makes availabie a telephone
nember and e-mail address for shareholders to maka
enquiries of the Company.

PRINCIPLE 7

Recognise and manage risk

Ag mentionad above the Board has established an
Audit and Risk Committee {'the Comimitlea™ to inter alia,
review and menitor management’s risk management
and internal compliance and control systems.




Cn a continuous basis the Board has charged the
Commitlee with responsibility that:

+ clearly describe the respective roles of the Board,
the Cornmitiee and the Management function; and

» prescribe the necessary elements of an effective risk
management syslem, namely, oversignt, risk profile,
fisk management, compliancs and control, and
assassment ol systern eflectiveness.

Tha executive oHicers and the Chief Financial Officer in
providing writtan certilications in accordance wilh the
requirgments of Section 295A (2) of the Corporations
Act hava also certified in wriling to the Board that such
cerlification is toundect on a sound system of risk
managernent and internal campliance and conlrol,
which implement the policies adopted by the Board and
the Company's risk managemsnl and internal
compliance and control systems are operaling
efficiently and efleclively in all inaterial respects.

PRINCIPLE B

Encourage enhanced performance

Tha perfermance of the Board. Commiliges, individual
Directors and Key executives is 1o be reviewed regularfy
against both measurable and qualitative indicators.

Parformance appraisals are underlaken annually. The
performanca criteria against 1he Board, key execulives
and commiitees will be assessad and aligned with key
corporate govarnance neads as well as financial and
non-linancial objeclives.

PRINCIPLE 9

Remunerate fairly and responsibly

The Board is responsible for determining and reviewing
compensation arrangements tor the Diractors
themsafves, the Excculive Chairman, the Chief Scientific
Adviser and the execulive team. The Board has
established a Performance and Remuneration
Committee which currently comprises all Board
membors. The Board believas that this is the
appropriate composition of this commitlee given

the Company's current state of development,

Exzcutives are given limited salary packaging options
tor their base salary including superannuation. 1t is
intencied that the manner of payment is optimal for the
recipient withoul increasing the cost to the company.
Executive performance and remuneration includes an
“at+isk” companent. the paymenl of which is dependent
upon individual and toam performance relative 10
specific targels. Long-term incentive arrangements
have been provided by participation in share option
plang e ensure Key employees maintain a long-term
interest in the growth and value of the company.

During the first pericd following listing of the company
on lhe ASX, it was also standard practice to align the
interests of the Direclors with the long-term poeals of the
company by granting oplions to non-executive
Directors. There is no scheme o provide refirement
benelits other than statutory suparannuation.

In refation ta the payment ¢l bonuses, options and
other incentive paymenis to Exocutives and other stalf,
discretion is exercised by the Board having regard to
individual, team and company performance ralative {0
specific targets during the period.

The expectad outcomes of remuneration struclure are
to retain and motivate Dircstors and key excculives,
attract quality management and provide periormance
incentives which align perflormance and company
success in amannor that is market compefilive,
consistant with best practioe and in the interests of
sharehoiders. Details of the nature and amount of each
efement of remuneration, including both menetary and
nor-monetary components, lor each Diractor and the
(non-director) Officers paid during the year can be
found in the Directors' Report.

PRINCIPLE 10

Recognise the legitimate interests of stakeholders

The Board has racognised the legitimate interest of
wider stakaholders in the company and has, in its
Code of Conduct, made specilic commilmens 1o
these respeciive stakeholders,













Equi
o IIM\!}]
T




o
i

S







d)-Governmantarants

























R




i
i

i
i

























JotalicLirrem




‘ordal

il




iy













MESOBLAST LIMITED ABN 68 109 431 870
BOARD OF DIRECTORS AND COMPANY PARTICULARS

DIRECTORS
Michae! Spooner
Silviu Itescu
Byron McAtlister
Donat O'Dwyer

COMPANY SECRETARY & CHIEF FINANCIAL OFFICER
Kevin Hollingsworth

REGISTERED OFFICE
Lavel 2

517 Flinders Lane
MELBOURNE VIC 3000
Telephone {03) 5629 5566
Facsimile (03} 9629 5466

COUNTRY OF INCORPORATION
Australia

BUSINESS ADDRESS
Level 39

55 Colling Street
Melbourne VIC 3000
Telephone (03) 9639 6036
Facsimile (03} 9639 6030

AUDITORS

PKF Chartered Accountants
Level 11, CGU Tower

485 La Trobe Street
MELBOURNE VIC 3000

SOLICITORS
Middletons Lawyers
Level 29

208 Queen Streat
MELBQURNE VIC 3000

BANKERS

National Australia Bank Lid
221 Drummond Street
Carlton VIC 3053

SHARE REGISTRY

Link Market Services Limited
Level 4/333 Colling Streel
Melbourne VIC 3000

STOCK EXCHANGE LISTING
Australian Stock Exchange
(ASX Code: MSB)



